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The Tax Status of Voluntary
Payments to Widows of Employees
By MARION KERN CHARLES
Philadelphia Chapter, A.S.W.A.
The Internal Revenue Code of 1954 has
provided a new battleground upon which
to pursue the contest on the old question—
“When is a gift not a gift for income tax
purposes?” Voluntary payments made by an
employer to the widow of a deceased employee
fall within the scope of this question.
The Commissioner of Internal Revenue con
sistently held, under the 1939 Code, that such
payments were not tax-free gifts but repre
sented compensation for past services rendered
by the employee. As such, they were taxable
to the recipient. Confronted with the widow’s
“might,” however, he enjoyed but infrequent
success in sustaining his position when the
widow appealed to the courts.
Benevolent employers, on the other hand,
are faced with another tax problem. If such
payments are, in fact, gifts, do they constitute
a valid deduction for corporate income tax
purposes? This factor bears particular scrutiny
where the deceased employee or his widow,
either as heir or in her own right, owns a
controlling stock interest.
Regulation Section 23(a)9 of the Internal
Revenue Code of 1939 provided as follows:
“When the amount of the salary of an
officer or employee is paid for a limited
period after his death to his widow or heirs,
in recognition of the services rendered by
the individual, such payments may be de
ducted.”
No similar provision appears in the corres
ponding Regulation (Section 162-trade or
business expenses) of the 1954 Code but in
Regulation Section 1.404(a)-12, relating to
contributions to employee deferred compensa
tion plans it is provided:
“...... if amounts are paid as a death
benefit to the beneficiaries of an employee
(for example, by continuing his salary for
a reasonable period), and if such amounts
meet the requirements of Section 162...,
such amounts are deductible under Section
404(a) (5) in any case when they are not
deductible under the other paragraphs of
Section 404(a).”
The Commissioner specifically ruled on this
point in Revenue Ruling 54-625, 1954-2
CB 85.
“When a corporation on the accrual basis
of accounting obliges itself to pay to the

widow of a deceased employee in periodic
installments over a period of years, an
amount representing reasonable compensa
tion to the deceased employee in recogni
tion of past services rendered by such
employee, such amount is generally de
ductible .............. as a business expense for
the year in which such liability is incurred.”
The above ruling subsequently was modi
fied by Revenue Ruling 55-212, 1955-1 CB
299, to the extent that the employer may
deduct in each year only those amounts which
are actually paid during the year, subject to
the tests of reasonableness.
There is no express definition of the term
“limited period” but the Commissioner has
ruled and the courts have held that it should be
construed as a measure of the reasonableness
of the amounts to be paid rather than merely
stating a time limitation for their payment.
Thus a “reasonable amount” may be spread
over as long a period of time as the employer
may consider practicable. The reasonableness
of amount depends upon the facts of each
particular case but it is current I. R. S. policy
to accept as a reasonable deduction an amount
not in excess of two years compensation. This
is not an inflexible rule but it does provide
employers with a yardstick by which to gauge
the extent to which their generosity may be
expressed without penalty.
With regard to the taxability of the pay
ments to the widow, 1954 Code Section
101(b) provides for the exclusion from gross
income by the recipient of payments not in
excess of $5,000. received from a deceased
employee’s employer by reason of the death of
the employee. This exclusion applies whether
or not it is made pursuant to a contract and
whether it is paid in a single sum or in install
ments. It is not limited to amounts received in
a single year, therefore the exclusion is not
lost where the first $5,000. of payments is
spread over two or more years.
The $5,000. exclusion does not apply to
amounts constituting income payable to the
employee during his life as compensation for
services, nor to other amounts to which the
deceased employee possessed a nonforfeitable
right at the time of his death. The total
amount excludable with respect to any em
ployee may not exceed $5,000., regardless of

3

The Commissioner finally surrendered his
position on August 25, 1958, by issuing Tech
nical Information Release No. 87 which stated:
“In view of a number of adverse court
decisions in cases involving voluntary pay
ments to widows by their deceased hus
band’s employers, the Internal Revenue
Service today announced that it will no
longer litigate, under the Internal Revenue
Code of 1939, cases involving the taxability
of such payments unless there is clear evi
dence that they were intended as compensa
tion for services, or where the payments may
be considered as dividends.”
The Release emphasized that it represented
litigation policy applicable to 1939 Code cases
only and that the position of the Service with
respect to the 1954 Code will be the subject
of a future announcement. There are indica
tions that the Commissioner will adopt a narrow
interpretation of 1954 Code Section 101(b) in
line with the dicta in the Rodner case to be
discussed later.
The most significant provision of 1954 Code
Section 101(b) is the exclusion from gross in
come of voluntary employee death benefits up
to but not in excess of $5,000. It would
appear, at first glance, that all such voluntary
payments in excess of $5,000. would be taxa
ble to the widow (if the employee died after
August 16, 1954, the effective date of the 1954
Code). An analysis of the recommended
changes to be made by Section 101(b) in the
Report of the House Ways and Means Com
mittee on H.R.8300, however, indicates that
the intention was to liberalize the law on such
payments and not to subject to tax those pay
ments which had heretofore been held to be
nontaxable gifts.
The Report stated in part:
“Restricting the exemption to benefits paid
under a contract discriminates against those
who receive benefits where this contractual
obligation does not exist. To avoid this
problem your committee’s bill extends this
exclusion to death benefits whether or not
paid under a contract.”
Nowhere in the explanation pertaining to
recommended changes does the committee
refer to the tax treatment of the excess over
$5,000. It is difficult to believe that Congress
was unaware that the courts have consistently
ignored or rejected I.T.4027 and have held
voluntary payments to widows to be taxfree gifts under 1939 Code Section 22(b)(3). The committee’s very silence on this
point would seem to imply that no change
was intended to be made in their tax-free
status.
If Congress intended that a change be
made it could have specifically provided that

the number of employers or the number of
beneficiaries.
Section 22(b)(1) of the 1939 Code pro
vided for a similar $5,000. exclusion if the
payments received were pursuant to a con
tract. It also permitted the exclusion of $5,000.
per employer. Thus, if the deceased had more
than one employer, the beneficiaries could
collectively receive $5,000. tax-free from each
employer.
The tax treatment applicable to benefits in
excess of $5,000. can be much more important
than the treatment of only the first $5,000.
Herein lies the controversy.
The Commissioner’s regulations have pro
vided since 1920 (Regulation 45, Article 32)
that “so-called pensions awarded by one to
whom no services have been rendered are
mere gifts or gratuities and are not taxable.”
The Treasury Department, in years prior to
1949, specifically ruled that voluntary pay
ments by employers to widows of deceased
employees were gifts or gratuities and, al
though deductible by the payer were not
taxable in the hands of the recipient. The
first such ruling (T.D.2090) was issued in
1914. It was reaffirmed in 1921 by O.D.1017,
5 CB 101, and again in 1939 by I.T. 3329,
1939-2 CB 153.
In 1950 the Commissioner reversed his posi
tion and issued I.T.4027, 1950-2 CB 9, which
reads:
“It is the position of the Bureau that ir
respective of a 'plan,’ voluntary or involun
tary, definite or indefinite, payments of the
type herein considered constitute taxable
income, and it is held that payments made
by an employer to the widow of a deceased
officer, or employee, in consideration of
services rendered by the officer or employee,
are includable in the gross income of the
widow for Federal income tax purposes.”
(Applicable to payments received after
January 1, 1951.)
The Commissioner has consistently followed
I.T.4027 with respect to all such death bene
fits since January 1, 1951. Where the widow
has appealed to the courts, they have rather
consistently held for the widow. In various
cases examined where payments were re
ceived after January 1, 1951, those that were
strictly voluntary payments with no previous
plan, contract or agreement and where the
widow rendered no services, the Tax Court
and five different district courts held such
payments to be gifts under 1949 Code Section
22(b)(3). In every case the Commissioner
failed to acquiesce which resulted in the con
tinued taxation of such gratuitous payments
wherever the Commissioner’s action was not
contested.
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voluntary payments to the widow of a de
ceased employee were not gifts at all, but by
legislative grace it was granting an exclusion
to the first $5,000. thereof. As an alternative
it could have provided for the taxability of
such payments by specifically including re
ference to the excess of over $5,000. in Part II
of Sub-chapter B of Chapter 1 of the 1954
Code entitled “Items Specifically Included in
Gross Income.” It could also have inserted a
specific exclusion in the Code Section pro
viding for the tax-free status of gifts.
This section which appeared as Section
22(b)(3) of the 1939 Code has been carried
over without substantial change to become
Section 102 of the 1954 Code and states:
“Gross income does not include the value
of property acquired by gift, bequest, de
vise or inheritance.”
The U.S. Supreme Court explored the area
of “gift versus taxable income” in the fre
quently cited case of Bogardus v. Commis
sioner (37-2 USTC 9534). A pertinent part
of the majority opinion follows:
“The statute definitely distinguishes be
tween compensation on the one hand and
gifts on the other hand; the former being
taxable and the latter free from taxation.
The two terms are, and were meant to be,
mutually exclusive; and a bestowal of
money cannot, under the statute, be both a
gift and a payment of compensation............
“If the sum of money under consideration
was a gift and not compensation, it is
exempt from taxation and cannot be made
taxable by resort to any form of sub-classi
fication. If it be in fact a gift, that is the
end of the matter; and inquiry whether it
is a gift of one sort or another is irrelevant.
This is necessarily true, for since all gifts
are made nontaxable, there can be no such
thing under the statute as a taxable gift. . .”
(italics supplied).
Both the majority and minority opinions
in this case were in agreement that the deter
minative question was the intention which
predominated in the minds of the persons
making or ordering the payment. In most of
the death benefit cases reviewed in making
this analysis, the courts placed particular
emphasis upon the “intent” factor.
In Rodner v. U.S., 57-1 USTC, 149 F.
Supp. 233, the Federal District Court (New
York) cited and completely rejected LT. 4027
holding that the voluntary payments involved
were gifts to the widow. The court expressed
the following opinion with respect to the
effect of the 1954 Code on such payments:
“The Internal Revenue Code of 1954
(not applicable here) changed this. Sec

tion 101(b), 68A Stat. 26,................... eli
minates the provisions limiting to contrac
tual death benefits the application of the
$5,000. exemption. To me the effect of this
would seem to be to withdraw the com
plete exemption that gratuitous death
benefits had enjoyed and to substitute an
exemption up to $5,000. In the complete
revision effected by the 1954 Code the
general language exempting gifts is con
trolled by the particular language of Sec
tion 101(b) limiting the exemption of
death benefits to $5,000. Gifts in general
are exempt but gifts in the form of death
benefits are taxable insofar as they exceed
$5,000.”
The Rodner theory implies that Section 102
and Section 101 must be read together and
that Section 102 is amended by implication.
This theory is open to question. It would
seem that if an amendment to Section 102
were intended by Section 101 as of the date
of enactment it would have been made either
specifically or by cross reference.
The Rodner case was cited in Bounds v. U.S.,
59-1 USTC 9159, in which it was held that
payments to an employee’s widow in 1952
were gifts under the 1939 Code. The Fourth
Circuit took the following position in a foot
note:
“While this controversy arises under the
Internal Revenue Code of 1939, the law has
now been amended and the problem with
which we are here concerned cannot arise
in the future. The new law [1954 Code
Sec. 101(b)] rejects the tests which have
been found unsatisfactory in practice and
unequivocally makes nontaxable payments
to the employee’s estate or family, made
by reason of his death, but it imposes a
$5,000. limitation.”
This was not the conclusion of the Fed
eral District Court (Kentucky) in Reed v.
U.S., 3 AFTR 2d, 719, which we believe to be
the first case decided under the 1954 Code
provisions.
In this case the corporate employer of a
widow’s husband paid the widow $50,000.
(an amount equal to the husband’s annual
salary) in twelve installments. The payments
were made “as a material expression of sym
pathy and of kindness” and were “motivated by
a deep sense of appreciation and recognition
of the past services” of the husband, according
to a resolution adopted by the employer’s
board of directors.
The court found that the husband had been
fully compensated for services he had ren
dered as chief executive officer of the em
ployer. The payments made to the widow
5

the Reed case or limited views expressed in
the dicta of Rodner and Rounds. Even though
the majority of the courts decide adversely
to the Commissioner’s position it is to be ex
pected that he will again adopt a policy of
non-acquiescence, giving taxpayers no alter
natives but to litigate or pay the tax.
In these cases, careful tax planning is im
portant. A successful conclusion to legal
action, from the taxpayer’s standpoint, may
depend upon the very inception of the death
benefits, that is, upon the corporate resolu
tion authorizing their payment. The wording
of the resolution should clearly express the
intention of the Board of Directors to make
a voluntary gift. There should be no inference
that there exists either the element of de
ferred compensation or obligation on the part
of the employer.
Where a majority stockholder is involved,
the company would do well to maintain the
status quo as to dividend policy. Although in
the cases reviewed no great significance
seemed to be placed upon stockholdings by
the courts, any downward trend in the ratio
of dividends to earnings, unless supported by
other factors, could lend weight to the argu
ment that the death benefits are dividends in
disguise.
Where the amount of tax involved war
rants the expense of litigation, court action
would appear to be justified. However, until
such time as a sufficient number of cases have
been decided under the 1954 Code to estab
lish a judicial pattern, prudence dictates pay
ment of the tax and the subsequent filing of a
claim for refund. This procedure protects the
widow from a possible liability for interest
on a potential tax deficiency.

were not made in consideration of, or as
additional compensation for, any services
rendered to the employer by the husband. The
court also found that they were not made
under any obligation owed by the employer
to the husband, his estate, or the widow. It
concluded that the payments were nontaxable
gifts which were not subject to the $5,000.
exclusion provided by 1954 Code Section
101(b).
The court stated, in part:
“Section 102(a) of the Internal Revenue
Code of 1954 contains the provision (as
did the comparable Section 22(b)(3), of
the 1939 Code) that gross income does not
include amounts received as gifts; and the
meaning of that provision is not changed by
the provisions of Section 101(b) of the
1954 Code.
“It is clear that the purpose of the latter
Section of the 1954 Code is to eliminate
the requirement (contained in the com
parable Section, 22(b)(2), of the 1939
Code) that certain employee death benefits
must be paid pursuant to a contractual
obligation in order for such benefits to
qualify for a $5,000. exclusion from gross
income. No part of the aforesaid gift..........
is, by reason of Section 101(b), includable
in taxable income, and such gift is not
subject to the limitation of the $5,000. ex
clusion provided in that Section.”
The Commissioner contested this decision
and the case is now on appeal to the Sixth
Circuit.
There are numerous similar cases pending
at various levels of the Internal Revenue Ser
vice. It remains to be seen whether the courts
will follow the liberal conclusion reached in
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Past President Receives Special Assignment
With Internal Revenue Service
By ALMA WESTERMAN
District of Columbia Chapter A.S.W.A.

R. GRACE HINDS
You might be interested in the recent rec
ognition of the abilities of one of our past
presidents by the Internal Revenue Service.
A few months ago, R. Grace Hinds, CPA,
ASWA National President 1955-1956, was
appointed by the Assistant Director of the
Appellate Division of the Internal Revenue
Service to undertake a study and survey of
records management procedures of various
Internal Revenue offices and to assist in the
development of a standard system and Man
ual of Procedure.
Based upon Grace’s report on procedures
at four offices which she surveyed, the Execu
tive Assistant to the Assistant Regional Com
missioner of New York Region was assigned
to chairman a Task Force to continue the
voluminous project. Grace subsequently visited
two additional Regional offices.
Presently, the Executive Assistant and
Grace, with the help of National office per
sonnel, are completely revising forms used by
local Internal Revenue offices and by Manage
ment and Statistical sections of the Appellate
Division, National Office. The procedure be
ing developed will become a section in the
Manual for all Appellate operations.
As I understand it, this project is one which

was long over-due as the last instructions de
signed for records clerks were issued in 1942.
Since Grace has been in Washington on this
special detail, she has been asked to join with
the National office staff sometime in the near
future in still another accounting field. This
seems to me to be quite an honor, and an
other proof that the outstanding jobs done
by women accountants continue to gain rec
ognition for competent women in the pro
fession.

EDITOR’S NOTE—R. Grace Hinds is an ac
countant and auditor in the Appellate Divi
sion, Internal Revenue Service, Indianapolis,
Indiana.
We are also informed that Ann Houser,
Internal Revenue Agent in Indianapolis, was
one of the committee chosen to assist with
grading examination papers following the first
Internal Revenue Accounting and Tax exam
ination for admission to practice before the
Treasury Department.
Congratulations to the Internal Revenue
Service in Indianapolis for recognizing and
utilizing the accounting abilities of their out
standing employees in this fine fashion.

A. S. W. A. Highlights of the Year
By GENEVIEVE MICHEL, C.P.A.
President 1959-60

value to chapters. New membership applica
tion forms, coordinated with the Manual, will
soon be in use.

The American Society of Women Account
ants has experienced an exciting year during
1959-60. Our Society has grown to seventy
chapters, and existing chapters have continued
to increase their membership. The new chap
ters and their presidents are:
#
67 New Jersey
Mrs. Ida Schubert, President
Bennett Lane
New Brunswick, New Jersey

As a result of suggestions from various
chapters, the AWSCPA Award Program is
undergoing a thorough review by a special
committee appointed by the President of
AWSCPA.
This is an opportunity to acknowledge the
cooperation and inspiration gained from the
officers and directors of the American Woman’s
Society of Certified Public Accountants, with
which we are affiliated.

#
68 Minneapolis-St. Paul
Miss Grace H. Perkins, President
2591 Stillwater Road
St. Paul 19, Minnesota

#
69 Jackson
Mrs. Catherine B. Nickell
P. O. Box 1331
Jackson 5, Mississippi
#
70 California Citrus Belt
Mrs. Ruth Astleford
3845 Market Street
Riverside, California

The continued growth of our Society has
challenged the members of the National Board
of Directors with additional problems of ad
ministration. Each member of the Board has
faced these challenges cheerfully and dili
gently. Words cannot express the gratitude
I feel to the other officers and directors who
have cooperated with me as your President
to a degree far beyond the requirements of
their respective assignments.

The Standard Membership Manual, pub
lished last year, has proven to be of great
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A challenge awaits us as we continue in the
era of the “sixties.”
Toward the close of the “fifties,” we saw the
advancement of the space age, automation, elec
tronic data processing and many other facets of
a scientific age. We cannot foresee the future nor
can we predict the term that historians will use
to describe the “sixties” when events have become
of historic significance.
We can predict that women will continue to
enter and advance in the profession of accounting.
The challenge compels us to encourage stu
dents to begin the study of accounting early in
their high school curriculum and to continue their
education through college so that they may take
their rightful places in our profession. We have
begun to meet this phase of the challenge at the
chapter level through our “FUTURE ACCOUNT
ANTS OF AMERICA” program for high school
students and the granting of scholarship awards
to outstanding and deserving young college
women.
The challenge demands that we who are now
in the profession enlarge our professional develop
ment through advanced study in accounting and
its related fields. Our education programs and
study seminars at the chapter level, regional con
ferences, and annual meeting technical sessions
provide a means for every member to keep abreast
of changing concepts and applications of account
ing theory in the modern business world.
The challenge requires us to enhance our per
sonal development through contributions of our
time, talents and special skills to civic, cultural
and public service programs in our local com
munities. A number of our members each year
appear on radio and television programs as a
public service during the income tax filing period.
For each of us to fulfill the challenge, we must
participate actively in our Society not only at the
chapter level but at the National level. An active
participation of more members in National com
mittee work is one of the objectives of your 19601961 administration.
Your Society in the past years has enjoyed im
measurable assistance and cooperation from other
professional accounting organizations. We shall
endeavor to continue to merit such assistance and
cooperation.
To serve with me in conducting the affairs of
your Society for the coming year, you have placed
in office a group of highly competent women.
May I present them to you: BETTY BROWN of
Detroit, Michigan, first vice president, ERMA A.
SEMBACH of Cincinnati, Ohio, second vice presi
dent; ANNE D. SNODGRASS, C.P.A. of Dallas,
Texas, secretary; LEATRICE J. HARPSTER, of
Takoma Park, Maryland, treasurer. The following
have been elected as directors: MARY E. BROS
NAN, Middlebury, Connecticut; MADELINE A.
CASSI, Evergreen Park, Illinois; PEARL M.
ISHAM, C.P.A., Los Angeles, California; NELLIE
JOLING, Grand Rapids, Michigan; GENEVIEVE

E. Virginia Barnett
Houston, Texas

President
Miss Barnett has served ASWA both as first
and second vice president and as membership
and advisory chairman. She is also a member of
the editorial advisory board of The Woman C.P.A.
She practices as a registered public accountant
in Texas and holds a bachelor of business admini
stration degree in accounting from South Texas
School of Commerce, a bachelor of science degree
in economics and a master of business administra
tion degree in management from the University
of Houston.
She holds membership in the following national
honor fraternities: Phi Kappa Phi, Sigma Iota
Epsilon and Kappa Delta Pi; is a member of the
American Accounting Association, National Associ
ation of Accountants, and National Association of
Parliamentarians.

MICHEL, C.P.A., immediate past president,
Seattle, Washington; LUCILLE PERELMAN,
C.P.A., Charleston, West Virginia, and MARY C.
TONNA, C.P.A., San Francisco, California.
As your President, I shall dedicate myself to
serve my fellow members to the best of my ability
and to uphold the professional interest of our
Society. I feel confident that each officer and
director will have this same purpose. We are
confident that you, the members, will give your
cooperation to make the year 1960-61 a memorable
and successful year in our Society.
E. Virginia Barnett

President
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Tips for Busy Readers
S. MADONNA KABBES, C.P.A.

and, among others, discussions are included
on depreciation, inventories, stockholders’
equity and annuities. The chapters on analysis
and preparation of statements include the po
sition and income statements, as well as the
funds statement.
A review of the chapter contents in this
first section discloses that topics covered in
clude those commonly included in both the
principles and intermediate courses in ac
counting. All chapters are quite short; ques
tions and problems are given following each
chapter. While the student is introduced to
many topics I feel he would have to be a
mature student, with business experience in
related fields, in order to secure a working
knowledge of the material included.
The second section devoted to managerial
accounting is, in my opinion, a much stronger
and better organized presentation. The flow
charts and diagrams presented in connection
with the discussions on cost control, analysis
of cost variances, and budget preparation and
analysis are well chosen and explained in a
practical and understandable manner. Case
studies are developed to illustrate the appli
cation of recording procedures for the mate
rial, labor and overhead elements of cost.
The last two chapters discuss some of the
problems and advantages connected with ad
justing statements to reflect changing price
levels. Simple examples are given to illustrate
the application of such procedures.

THE USES OF RESERVES ON THE
RIGHT-HAND SIDE OF THE BALANCE
SHEET, by Helen M. Smith, The Account
ing Review, Vol. XXXV, No. 1, January,
1960. pp. 100-103.
Based on a study of 466 published finan
cial statements of 75 companies covering the
years 1949 through 1958, the writer gives
various tabulations to show how the term
“reserve” is still being used to denote a variety
of meanings.
Following the 1953 recommendation of the
Committee on Accounting Procedure of the
AICPA that reserves be created only by seg
regations of earned surplus, it was hoped
much of the confusion which had surrounded
the various uses of the term would be cleared
up. However, the writer found 19 of the 25
companies which carried contingency reserves
showed them under a separate caption above
the equity section; others recognized the
liability for contingencies only through foot
notes to the statements. Most of the state
ments which carried reserves for possible
inventory losses showed them in a section
separate from the equity section.
After citing the above, along with other
examples, of the confusion which still sur
rounds the use of the term “reserve,” the
writer is inclined to agree with the 1951 rec
ommendation of the Committee on Concepts
and Standards of the American Accounting
Association. They recommended the term
“reserve” be eliminated entirely from bal
ance sheet classifications and that new defini
tions be used which would be truly representa
tive of the items described.

READINGS IN AUDITING, by J. T. John
son and J. H. Brasseaux—Southwestern
Publishing Co., Cincinnati, Ohio, 1960. 643
pages.
In choosing the articles included under
the ten sectional headings which comprise
this volume, the authors have presented
somewhat of an historical approach to the
development of the standards, procedures,
responsibilities and professional ethics which
guide the profession today.
The readings are largely reprints from
various publications and present the thinking
of many well-known writers in the field. Many
quotations are also included from the state
ments of the Committee on Auditing Pro
cedure of the American Institute of Certified
Public Accountants. While the basic data in
(Continued on page 14)

MANAGERIAL ACCOUNTING (AN IN
TRODUCTION) by Harold Bierman, Je.
The Macmillan Company, New York, 1959,
pp. 470.
Feeling that beginning students are most
interested in principles of accounting and the
managerial uses of accounting, the author has
divided his text into two sections.
Section one, consisting of twenty chapters,
is devoted to financial accounting. No pre
vious training in the subject is assumed and
the first chapters are devoted to the basic
principles and terminology necessary to an
understanding of the accounting cycle.
Manufacturing accounts are introduced
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The Nature of Research As Applied to Accounting
Dr. HELENE M. A. RAMANAUSKAS
Master of Business Administration
Certified Public Accountant
Lecturer of Accounting
DePaul University, Chicago, Ill.
A. INTRODUCTION

The reader probably will ask himself how
such an urgent need could develop, despite
the fact that in our specific field of knowledge,
research was done continuously by all types
of participating groups, educators as well as
practitioners. The goal of this paper is to
analyze the type of research most commonly
applied to accounting in the past and in what
respect it was lacking.

During the past years, the necessity for
continued research in all fields of knowledge
has become a widely accepted fact. The de
velopments in physical science have clearly
demonstrated to the broad public that we
are faced with two alternatives, either to
compete or to perish. Researchers, once con
sidered 1"irresponsible fellows happily fid
dling while Rome burned” or “unsocial, eccen
tric type individuals who are not good for
anything else,” are now on their way to be
coming national heroes.
This complete change of public opinion in
regard to value and merit of research and
the people engaged in it, is not restricted to
the fields of physical science only. Research
in any field of knowledge is now considered
a valuable contribution in our Nation’s great
race for leadership.
For us as professional people, the change
in public view is interesting, but of course in
no way influencing or directing. However, an
increase in emphasis placed upon research
can also be observed in the field of account
ing. More and more publications from practi
tioners and educators stress the critical need
for recognition, that accounting philosophies
suffer from obsolescence and that the signifi
cant social and economic changes of the last
several decades require a reorientation in
existing modes of accounting thinking. George
O. May,2 the great accounting practitioner
and thinker, expresses his belief in this urgent
needs as follows: “It is time for a critical re
appraisal of the continued validity of basic
objectives of accounting and methods, upon
which we rely to identify the correlations,
postulates, assumptions or conventions which
may best serve our purposes.” Practitioners
and scholars seem to agree that there exists
an urgent need for a close re-examination of
many of our accounting concepts, a re-exam
ination in terms of economic, social and in
stitutional conditions that prevail today.

B. DEFINITION OF RESEARCH IN
GENERAL
Before attempting to discuss the nature of
research as applied to accounting, we should
come to an understanding as to the definition
we would want used for “research.” Let’s dis
cuss some of those definitions generally in
use. According to Webster’s New International
Dictionary, research is a careful or critical
inquiry or examination in seeking facts or
principles; a diligent investigation to ascer
tain something. This definition makes clear
the fact that research is not merely a search
for truth, but a prolonged, intensive, pur
poseful search with the goal to ascertain
something.
C. C. Crawford of the University of
Southern California3 defines research simply as
a systematic and refined technique of think
ing, employing specialized tools, instruments,
and procedures in order to obtain a more
adequate solution to a problem than would
be possible under ordinary means. It starts
with a problem, collects data or facts, analyzes
them critically and reaches decisions based on
actual evidence. It involves original work in
stead of mere exercise of personal opinion.
It evolves from a genuine desire to know,
rather than a desire to prove something.
W. S. Monroe from the University of Illi
nois4 is of the opinion that research may be
defined as a method of studying problems
whose solutions are to be derived partly or
wholly from facts. The facts dealt with in
research may be statements of opinion, his
torical facts, those contained in records and

1 Thought Processes in Creative Accounting, Ac
counting Review, July 1958, p. 441.
2 Accounting Research, Accounting Review, Octo
ber, 1958, p. 547.
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2 The Elements of Research by Fred. Lamson
Whithney, p. 20.
4 Journal of Educational Research 16-172-178,
1927.

C. RESEARCH IN FIELDS OF SCIENCE
VS. RESEARCH AS APPLIED TO AC
COUNTING
Having now developed a definition in re
gard to research in general, let us investigate
how far research as applied to accounting
differs in approach from research as applied to
the other areas of knowledge, such as physi
cal science.
Research6 in the field of physical sciences
is concerned with the study, observation and
classification of phenomena. Its interest is in
learning the natural characteristics of things
and how and why they are as they are and
most particularly in the establishment of
verifiable general law or principles. In other
words, research there works backwards from
the results or facts to the principle or com
bination of principles which brought about
the consequences. Once principles are identi
fied and defined, they are only changed if
an error in the original analysis is discovered.
However, each new problem is attacked with
a relatively open mind and advancements in
knowledge are based upon past principles
only if they can be proved conclusively. In
other words, the researcher in physical science
does not accept anything from the past as
authoritative unless he is capable of proving
it in the present. Past acceptability and usage,
in other words, tradition, has no weight in
those fields of knowledge. Each new problem
is approached through objective research, ipdependent testing or empirical studies.

reports, the results of tests, answers of ques
tionnaires, experimental data of any sort, etc.
The mere collection of facts is not research,
though it may be preliminary to it or even a
part thereof.
This definition strictly excludes all pseudo
research, which is engaged only in gathering
data for the sake of gathering it, instead with
the goal to use it as aid for development,
elaboration and refinement of principles.
P. M. Cook from the Phi Delta Kappa Fra
ternity5 offers a definition somewhat broader
in scope and more specific in regard to our
discussion topic. Research, he states, is an
honest, exhaustive, intelligent searching for
facts and their meanings or implications with
reference to a given problem. The product or
findings of a given piece of research should
be an authentic, verifiable contribution to the
knowledge in the field studied. There are two
distinct types of research: basic or funda
mental or constructive research and service
research or applied research. The former is
fundamental to the development of any field
of knowledge; the latter is less far-reaching
in its scope and is a means of solving imme
diate local problems. Pure or basic research
is not hampered by considerations of the
practical use to which the discoveries may be
put. It permits the thinking process to lead
where it will no matter what erratic angle of
direction is indicated. Practical research must
deal always with the direct purpose in mind
of improving present practice.
All those definitions have certain facts in
common. They all agree that research is an
honest, exhaustive, intelligent searching for
facts and their meanings or implications with
reference to a given problem. They all see as
final goal, after having those facts critically
analyzed, the rendering of a decision based on
actual evidence rather than the statement of
a personal opinion. They agree that the pro
duct or findings of a given piece of research
should be an authentic, verifiable contribution
to the knowledge in the field studied.
Using all those facts in common, it would
be possible to state as a new definition: Re
search is an honest, exhaustive, intelligent
search for facts or principles and their mean
ings or implications with reference to a given
problem with the goal to arrive at a decision
or finding based on actual evidence. The pro
duct or findings of a given piece of research
should be an authentic, verifiable contribution
to the knowledge in the field studied.

Research in accounting, as in physical
science, works with facts, but where physical
science looks within the facts to discover the
principle, accounting looks to the desired end
result and is confronted with the necessity
of developing, creating and defining princi
ples best suited to achieve these ends. And
what is the required end result? The end
result is to express in terms of a common
denominator, the whole complex network of
elements which make up a business.5
67 In other
words, the final goal is to provide accommo
dations for financial reporting which are in
harmony with the requirements of the rapid
developing and changing economy of our
days.

Professor Littleton expresses this different
viewpoint in accounting.8 “The focus of inter
est has been for centuries turned toward its
6 Accounting Research, Accounting Review, Octo
ber, 1958.
7 Financial Reporting in a Changing Society, p. 5.
8 Accounting Rediscovered, Accounting Review,
April, 1958.

5 Op. cit.
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usefulness in practical affairs. Its evolutionary
development has been strongly influenced by
facts. Its service from the beginning has been
that of expressing and systematically organ
izing the date of economic acts and business
decisions stated in quantitative terms.”
Based on this, it is clear that research in
accounting must be a never-ending task, since
not even basic principles, once clearly identi
fied and defined, have permanent justification
under a final goal that is continuously chang
ing. Therefore, in accounting, as in other
social sciences, research whether basic or
applied is a must to keep abreast of the time.

D. RESEARCH AS APPLIED TO
ACCOUNTING
In accomplishing the task of meeting new
situations, accounting has, in the past, relied
heavily upon tradition, quite in contrast to
the other areas of knowledge where reliance
is placed upon past ideas only if they can
be proved again in the present. In accounting,
reliance flows from the fact that an idea or
practice has been widely used and accepted in
the past. After ideas or practices became
generally accepted, they are used again and
again without re-evaluation as to their merits
and justification under present conditions. This
continued utilization of ideas or practices,
with little or no conscious reference to their
real merit, but with past usage as the basis
for continuation, has severely handicapped the
progress in professional thinking, because it
has hindered the development of new ideas
which do not have the advantage of being
tried and true.
This should not mean, however, that an
idea, because it is traditional, is out-dated and
should be replaced by a newer approach in
closer accord with existing circumstances. Not
all new situations or conditions require en
tirely new handling or treatment. Very fre
quently, “new” situations are only recurrences
of old problems and the traditional ways of
solution might still be well suited. However,
the fact that traditional ideas and methods
are not always the answer needs wider ac
ceptance. The knowledge and technique
inherited from the past should not be discred
ited simply by attaching the detrimental
connotation of “tradition” to it. The fact crit
icized is only that the traditional knowledge is
used repeatedly without re-evaluation as to
its present usefulness and soundness, and that
the merit of previous acceptability is over
emphasized to a point where the development
of new ideas or methods is discouraged. If
traditional ideas or methods do not meet the
test of present soundness and usefulness, they

should be replaced by new ones because of
their inadequacy, not because of their age.
This statement sounds so convincing and
logical, but is it applied? Most accountants,
whether practitioners or educators, agree that
there are weaknesses in the existing method
ology, but when new suggestions or ideas
appear, instead of encouraging them or at
least objectively analyzing them, deny their
right of existence with the mere argument
that they could not overcome the weakness
of the present practice or that they have their
own different weaknesses. They forget that
despite the fact that a new idea or suggestion
is eventually found unacceptable, its ad
vancing is, in itself, a vital step forward in the
direction of truth and perfection. This static
viewpoint is the most severe handicap in the
progress of the profession. It is the reason for
the fact that there is so very little basic or
pure research done and that in the past,
mainly applied research was undertaken or in
other words, research with the goal of obtain
ing solutions to practical every-day problems.
Our publications are full of this type of re
search, but only very few writers engage in
basic, fundamental or constructive research,
which is not hampered by considerations of
the practical use to which the discoveries
might be put; the type of research which per
mits the thinking process to lead where it
will regardless of direction indicated; the
type of research which has proven in the long
range to be the only really constructive one.

This is the research so vitally needed in our
profession, the type so few people are willing
to do, because of the enormous task and small
monetary reward. In the past, groups consi
dered best suited for this type of research
were the university scholars. Because of the
freedom of expression granted to academi
cians, they were considered in a position to
expose views despite the fact that such views
were still unpopular with substantial groups
in the business community. Scholars were
held to be more qualified to meet this basic
and constructive research need because they
are not so closely tied to what is practical
and immediate. Sewell Bary9 from the Mel
bourne University expresses these thoughts:
“The least practical idea thought of today is
often the most practical in execution tomor
row. A hankering after short term results de
presses rather than gives birth to new ideas.
It seldom brings forth the best that a medita
tive imagination can provide. The art of ac
counting which had moulded itself upon the
solution of expedient issues is peculiarly prone
9 Research & Publication by the Accounting Facul
ty, Accounting Review, January, 1957.
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sion, whether educator or practitioner, for the
progress and refinement of accounting theory,
could result in a combined effort in achieving
the vital constructive research task with which
the profession is faced at present. On the out
come will depend whether accounting will be
able to stay what is was in the past, a dynamic
art.

to this temptation, and this is one of the
reasons why accounting research is best
pursued in universities, for then it is away
from the claims of current practices.”
But now the practitioners also seem to rec
ognize the vital need for basic, constructive
research as a means for the progress of the
profession and feel that there is a moral re
sponsibility for every member concerned to
participate in this vital task. Colin Park,10
partner of Haskins and Sells, expresses his
belief: ‘The notion that basic research can be
productive without the present of predeter
mined technical objectives is just as applicable
in accountancy as in any other art or science.
Purposeful theorizing or abstract analysis is
part of the intellectual responsibilities of the
professional man. Our profession is privileged
with freedom of thought and action and this
independence is something earned, not ob
tained by grant. It is a burden of intellectual
responsibility that grows as the whole art of
accountancy grows, and it is greater now than
ever before.”
Park sees the key to creative research in
accounting in the recognition of the need for
deliberately nurturing open-minded attitudes.
In his every day work, the accountant has
many opportunities for new ideas and he has
a moral obligation to his client and his pro
fession to develop them, by applying scientific
methods as practical tools for the future, ex
panding the perimeter of the accounting
theory.
This viewpoint is fairly new since, in the
past, the practicing accountants had never
admitted an intellectual responsibility for the
progress of their profession. They had left the
constructive research task to committees
created for this task by their professional or
ganizations and had devoted their time fully
to the affairs of their own practices.
A broader recognition of this intellectual
responsibility of each member of the profes-

(Continued from page 10)
many selections is similiar to that found in a
standard textbook, the authors in developing
this subject matter have given it a much
broader interpretation, and the reader stands
to benefit from the practical experience view
points presented.
The last four sections are devoted to cur
rent problems which face the profession. The
selections covering “The Application of Sta
tistical Techniques to Auditing” include case
studies on such methods applied to confirma
tion of accounts receivable and the testing of
perpetual inventory records.
Another section presents some of the prob
lems the auditor faces in auditing the records
of a client using electronic data processing.
The section devoted to the management ser
vices being provided by CPAs points out the
additional responsibilities that must be as
sumed when such services are offered. The
professional accountant is advised by the Com
mittee on Management Services of CPAs that
his relations to management in this area must
be kept on an advisory level, so that his
independent status to render an opinion on
his client’s financial statements will not be
questioned.
The selections in the last section on “The
Profession and the Future” presents the “for
ward look.” One article is devoted to a
discussion of the significant changes which
are taking place and their effects on the pro
fession; another suggests some of the prob
lems which must be faced, if the profession
is to meet the challenge of the future.

10 Thought Processes in Creative Accounting, Ac
counting Review, July, 1958.
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of nothing, good businesses, huge empires, and
new worlds.
They had no monopoly on thought-power.
You and every man and woman have it. All
you have to do is use it.
Lifted from—The Savannah Statement,
Margaret Roddenberry

Comment and
Idea Exchange
MARY F. HALL, C.P.A.

TERMINOLOGY TECHNICALITIES
I was particularly struck by the last para
graph of Vera Coulter’s article on Accounting
for the Independent Producer of Television
Films which admitted that although the tele
vision industry has some special accounting
problems, on the whole they are not too dif
ferent from other cost accounting and property
accounting problems. As she so truly stated,
“The main difficulties facing a novice in the
field stem from terminology rather than ac
counting.” I think this is true in almost any
industry you can name.
—Interested Accountant

TAX NEWS
LOUISE A. SALLMANN, C.P.A.

MULTIPLE CORPORATIONS are now be
coming suspect of forcing a double-up of the
sur-tax exemption although “multiple” is
limited to two. It has been common practice
to divide a business activity into a real estate
holding company leasing to an operating com
pany. For the first time the Treasury is trying
to limit such a duo-corporate set-up to one
$25,000 sur-tax exemption. Previously the
Treasury has attacked only businesses which
were split into several corporations.
When an examining agent tries to disallow
a surtax exemption, the taxpayer must be in
a position to prove that there is a major pur
pose other than tax-saving for forming more
than one corporation. At the time that separate
corporations are formed it behooves the tax
payer to place on record as clearly as possible
the major nontax factors which lead manage
ment to create more than one corporate entity.

SALES REGISTER SHORT-CUT
Growing companies can often save impor
tant time in the accounting department by
eliminating the detailed sales journal. Substi
tute direct postings of sales and accounts re
ceivable monthly totals to the general ledger
from a series of adding machine tape sum
marizations of duplicate sales invoices. Dupli
cate sales invoices should, of course, be
permanently bound and adding machine tapes
appropriately marked and preserved to afford
a proper support for each direct posting.
—Muriel L. McGuire, Seattle

MOTHERS-IN-LAW A BLESSING
IN DISGUISE?
Incidental information gleaned during the
tax season includes the word that though a
person be divorced from his or her spouse, the
mother of the divorced spouse may still be
a good dependency deduction, providing, of
course, support and other requirements are
met. Does this mean you can divorce a spouse
but not a mother-in-law?

THE POWER OF THOUGHT
What is the hardest task in the world? To
Think.
History is replete with the stories of strongminded, resolutely willed individuals, who,
steadfastly holding to their inner convictions,
have been able to inspire their fellow-man,
and, in the face of tremendous and de
termined opposition have literally created out
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HOW TO
PREPARE FOR THE CPA EXAMINATION
IAS offers an intensive CPA Coaching Course which has produced
outstanding results. It is available only to competent accountants
qualified through training and experience to prepare for the
CPA examination. No attempt is made to teach general accounting;
the entire course is pointed directly at the CPA examination.

The need for special
coaching has been well
established by innumerable
experienced accountants
who have floundered
in the examination room.
They knew how to make
audits but they didn’t know
(1) how to analyze
problems for the
purpose of deciding
quickly the exact
requirements.

(2) how to solve
problems quickly,
(3) how to construct
definitions acceptable
to the examiners,
or
(4) how to decide
quickly on proper
terminology.

• The IAS-CPA Coaching Course has been designed for busy
accountants. The home-study method of tutoring is ideally
suited to CPA examination preparation. Maximum use can be
made of every available hour.

• The text material consists of 20 substantial loose-leaf
assignments totaling more than 800 pages. It includes hun
dreds of CPA examination problems and questions, with
solutions supplemented by elaborate explanations and com
ments, working sheets, side calculations, and discussions of
authoritative opinions.
• Written examinations at the end of each assignment re
quire solutions to problems of CPA examination calibre.
These are sent to the school where the grading, including
personal comments and suggestions, is done by members of
the IAS Faculty, all of whom are CPAs. Supplementary
review material is furnished to those who want to "brush up’’
on specific accounting subjects, at no additional cost.
The IAS booklet, "How to Prepare
for the C.P.A. Examination’’ is avail
able free upon request. Address your
card or letter to the Secretary, IAS . . .

INTERNATIONAL ACCOUNTANTS
SOCIETY, INCORPORATED
A Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS

IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL

